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Where Do We Go From Here? 


Industrialist Warns Economy Is Threatened By Rising, Unlimited Debt 


by GartH A. SHOEMAKER 


HE basic issue in our economic and political life has not changed in 22 years. The issue is still: 
how much shall government do for us — how much shall we do for ourselves? Everything else 
revolves around the fringes of this centerpiece. There have been some marked changes in our gen- 
eration in public resistance to socialism and to that more modern and costly phrase, “the welfare 


state.” The changes have been for the worse. 


The welfare state has an undeniable appeal for 
many. But if we embrace it, we are rejecting the con- 
cept of government and of individual responsibility 
that made America great. We are on the verge of a 
final decision. 


We must choose between government paternalism, 
which inevitably leads to socialism and drab medi- 
ocrity, and the individual freedom and individual 
responsibility which, with all its admittedly rough 
spots, hardships, and inequities we have known in 
the past, has produced America as we know it. There 
is just no other choice. 


Let’s take a look at this America of ours. We have 
only about 5 percent of the earth’s surface and less 
than our share of the earth’s resources. We are no 
smarter than other people and we don’t even work 
as hard as most. Yet this America of ours is the only 
nation in the world where people ask: “Where can 
I park my car?” “How can I reduce?” 


Most of our problems are nice problems. We are 
truly fortunate that our farm problem is a problem 





of surpluses and not a problem of hunger and star- 
vation. America’s problems are dwarfed by Ameri- 
ca’s promise. 


Today the nearly $4 billion a year that American 
business and industry are investing in research is 
providing incalculable benefits—new products, new 
methods, new job opportunities—10,000 new prod- 
ucts that grandfather never knew. Research is pro- 
viding for young people today opportunities far 
greater than the western frontier ever provided. Pio- 
neering is just beginning here in America. Pioneer- 
ing is challenging, but it is no easy path. 


Progress always seems harsh to the incompetent 
and the inefficient. To make real progress toward this 
brave new world that we can all sense is just ahead, 
we have got to rid ourselves of this welfare state 
philosophy of giving everyone, regardless of how 
much work he does or how well he does it, an equal 
share of everything. 


The cost of government is already at a level that 
is inconsistent with a continuing healthy free enter- 
prise economy. and the Federal budget is still unbal- 
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anced, It is time to balance the Federal budget, and 
the budget can and must be balanced. If your output 
exceeds your inflow, your upkeep will be your down- 
fall. The budget can and must be balanced, but not 
through increased taxes. Our real task lies in reduc- 
ing the scope of Federal government to those activi- 
ties which are its real function. 


There Is A Limit 


It is unnecessary to recount the growth that has 
been taking place in government; the increase in 
taxes on business and individuals, and the extensions 
of government regulations and controls. They im- 


tion, one of the first things they want to know is how 
much the applicant already owes. They consider how 
much deeper he can safely go into debt, and they 
don’t let him borrow beyond that point. They are 
simply putting into practice the principle of a debt 
limit on the borrowing of private business or indi- 
viduals. 


The principle has been rather generally accepted 
that there ought to be a limit on the amount of debt 
which government can incur. The first debt limita- 
tion on the Federal government came in 1917. Limi- 
tation on the powers of state governments to incur 
debt are written into the constitutions of all the 
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_ pose handicaps on the expansion of many busi- 
nesses and the creation of new business enterprise: 


I am sure I don’t need to point out to you how 
great the tax load is at the present time. Nor that 
plans are now being made for increasing that load in 
the immediate future. All the plans—all the effort— 
all the will in the world to attract new business activ- 
ities and expand the industries we have (through 
such projects as the just-established New York State 
Business Development Corporation, and similar proj- 
ects in New England) —are doomed to failure if taxes 
and other legislated costs of doing business create a 
climate not favorable to business progress and devel- 
opment. 


New York State spending from current tax col- 
lections is now at the level of $1,212 million a year. 
Great increases in current operating costs are threat- 
ened by strong pressures from both within and with- 
out the state government. At the same time, enormous 
increases in state debt already are authorized, pro- 
posed, or planned for the future. 


* * * 


One of the things we have always believed about 
debt, both public and private, is that there is a limit 
beyond which we cannot go without suffering a 
catastrophe. When bankers consider a loan applica- 
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states. The states, in turn, by constitution or statute, 
restrict the powers of local units of governments to 
borrow. 


Thus, there is a general, wide acceptance of the 
principle. In theory then, we subscribe to the prin- 
ciple. But what has been our practice during, let us 
say, the past 15 years? 


With regard to private debt, it seems to me, that 
these observations are true: 


1. Easier credit under government loan and guar- 
antee programs has resulted in far more private debt 
than the banks otherwise would have loaned to indi- 
viduals. It seems to me that the banks, in many re- 
spects, have become in effect commission agents or 
branch offices of the government loan business . . . 
government activities in the banking business have 
created a great expansion of private debt. 


2. Another factor relaxing the effective limitations 
on private debt has been loss of the direct relation- 
ship between the loaning institution and the indi- 
vidual incurring the debt. Formerly, if an individual 
wanted to buy something he couldn’t pay for, he 
generally was obliged to borrow the money on a note 
from the bank. Under the installment method, he 
obtains his credit from the man who is eager to 
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make the sale. . . Many people are in debt for a 
great many consumer articles who would not have 
been able to borrow the money directly from the 
bank for those purchases. 


The total private debt reported by the U.S, Depart- 
ment of Commerce for 1953, $328 billion, is two 
and one-thirds times the 1941 total of $139 billion 
and has grown tremendously in the past two years. 


If private debt represented the bulk of total debt, 
I would not raise a question about it, but I am view- 
ing it as a component part of a much vaster total 
of public and private debt. It is the effect of the total 
that causes me concern. In this area of private debt 
the restrictive forces have been weakened. The limits 
have been raised. 


Bigger Borrowing Foreseen 


Now let us turn to the other component of total 
debt—the public debt. Looking at the Federal gov- 
ernment’s operations, it is to be noted that for 21 
out of the past 24 years that government has spent 
more than it has taken in. 


If we go back to just before World War II, we find 
that at the end of its 1941 fiscai year, the Federal 
government owed $50 billion and the debt ceiling 
was set at $65 billion. As the debt increased during 
and after the war, the ceiling was raised to accommo- 
date it. The latest increase was in 1954 when the 
ceiling was raised temporarily from $275 billion to 
$281 billion. The limit is supposed to revert to $275 
billion on July 1 of this year. The current debt is in 
the neighborhood of $280 billion and the Admin- 
istration says the ceiling will have to be increased 
because the debt cannot be reduced. 


The limit then, is no limit at all. When the govern- 
ment needs or wants to spend more money, the limit 
is raised. The amount of outstanding debt determines 
the limit, instead of the limit determining how much 
debt can be outstanding. 


State and local governments reduced their debts 
during the war, but since 1946 local government debt 
has nearly doubled, and state debt has more than 
tripled for the nation as a whole. How did that hap- 
pen in view of the limits on state and local debt? 


The explanation is quite simple. Here in New 
York state, when some municipalities’ debts bumped 


against their debt ceilings, the state took a leaf from 
the Federal government’s debt limit book and raised 
the ceilings. This was done in two steps: first, by 
shifting the base for computing the debt limit from 
assessed to full valuation; and second, by increasing 
the full valuation through the simple device of re- 
vising the state equalization rates, The debt of local 
units in New York state increased from $2.7 billion 
in 1946 to $3.7 billion in 1953. Since 1946, the out- 
standing and authorized debt of the state has in- 
creased from $795 million to $1,690 million in 1955. 


The U.S. Department of Commerce has just pub- 
lished figures showing that the net total public and 
private debt at the end of last year was $605.5 bil- 
lion. It now amounts to roughly three times the 
$211.6 billion total public and private debt in 1941. 


Where do we go from here? Well, we have some 
pretty strong indicators. A ten-year, $101 billion 
highway construction program has been introduced 
in Congress. Of that amount, it is proposed that $31 
billion would be spent by the Federal government, 
and $21 billion of the Federal share would be bor- 
rowed money. The $70 billion to be spent by states 
and localities likewise would have to come chiefly 
from borrowed money. 


School Costs’ Rise Predicted 


Official sources say that there is a vast nation- 
wide need for hospital and institutional construc- 
tion, public supported colleges and universities, wa- 
ter and sewage works, and other non-Federal public 
works, The most recent official estimate, including 
highways, placed the total at $200 billion over the 
next ten years. 


It is quite clear that the great bulk of all these cap- 
ital outlays will have to be financed from borrowed 
funds. Expenditures at all levels of government for 
current operations and present debt service are al- 
ready taking every dollar of current revenue, and 
tremendous increases in spending for current opera- 
tions are coming right along with these proposed 
capital construction programs. 


We have estimates of the increases in nation-wide 
public school costs over the next ten years. Estimates 
of expenditures for public elementary and high 
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schools in the U.S. this year are $8.9 billion. A re- 
port last December of the National Citizens Commis- 
sion for the Public Schools says: “Our projections 
indicate a rise of five to ten billion for public educa- 
tion, an increase of 55 percent to 110 percent over 
present levels for the country as a whole.” 


Neil H. McElroy, Chairman, the White House 
Conference on Education and president, Proctor and 
Gamble Company, subscribes to the higher figure. 
In a recent interview he said that by 1965 there will 
need to be ‘__ billion a year added to the annual 
spending for schools. 


Can Principle Be Discarded? 


In view of the number and magnitude of the con- 
tinuing increases in the amounts spent annually for 
other government services and activities, two conclu- 
sions in relation to debt appear to be inescapable. 
Unless a cataclysm occurs in our political, social, 
and economic thinking, there is (1) no possibility of 
financing out of current revenues the enormous cap- 
ital outlays now planned and proposed; therefore 
(2) debt will continue to rise at every level of gov- 
ernment. 


There are those who say: “What is wrong with 
that? We have been living for a long time in a debt 
economy and just look what it has brought us. Busi- 
ness and industry are expanding. We have as nearly 
full employment as it is possible to achieve. Indi- 
vidual income and buying power are the highest ever, 
etc., etc. Aren’t all these things desirable? Aren’t 
they what we have been striving for?” 


I have to agree that is the situation. But, having 
agreed that it is, there are still some strong doubts in 
my mind. How much longer can we continue to live 
in a debt economy? Can we go on forever spending 
more than we make? Can we safely discard the prin- 
ciple so long adhered to that there must be some 
limit on debt? 


It has been said that since the dollar’s value has 
been cut in half since 1940, we can halve the present 
debt in comparing it with that of 15 years ago. The 
arithmetic is correct; on the face of it the reasoning 
is, too. 

But do not winnings on one side have to be bal- 
anced by losses on the other? I am thinking of the 
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man who loaned the 100-cent dollar and got back 
one worth 52 cents; of the man who deposited a 100- 
cent dollar in the bank in 1940. If he withdraws it 
now, he has 52 cents worth, ignoring the interest 
which would have been at least equalled had he put 
the dollar in any other investment. 


The savings accounts of American citizens total 
about $100 billion. Individual holdings of govern- 
ment bonds nearly $60 billion. The government’s 
Sociay Security trust funds, $30 billion. Life insur- 
ance in force, $300 billion. Has not the worth of 
those do!lars, many of them accumulated at or above 
the 100 cents per dollar value, also been cut approxi- 
mately in half? If debt is the cause of that inflation, 
of that decrease in the dollar’s value, and if we are to 
continue to live in a debt economy, a constantly in- 
creasing debt with no effective limitation, what will 
be the eventual and inevitable result? Will those 
dollars shrink still further as the debt rises? Will 
they one day be worth 26 cents, and then 13 cents, 
and then 614 cents? If there is no limit to the rise in 
debt, can there be any limit to the fall of the dollar? 


“There Comes A Time” 


As a Wall Street Journal editorial noted in part: 
“There comes a time when there is nothing more to 
tax, a time when money, halved and halved again, is 
worthless; a time when the state, growing ever big- 
ger, grows one day too big to yield any longer obedi- 
ence to its people. The real difficulty is that almost 
no one cares. For all these things will happen a long 
time off and the bill, many of us hope, will be pre- 
sented to another generation.” 


“The next generation, or even the one after, will 
have to confront the taxes and liquidate the inflation. 
If . . . we can enjoy prosperity and security, for a 
little inflation or a little loss of liberty, why should 
we concern ourselves for the morrow that belongs 
not to us?” 


To my mind, the proper place for that editorial 
would be first in a book of sermons for our genera- 
tion. I could add to it only by a rewording of the 
same thought: For any individual to be born free 
is an accident; to live free is a responsibility ; but to 
die free is an obligation. Are we defaulting on that 
obligation ? 








